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Thispaperinvestigatesthepresenceofnegativefinancialspilloversamonggov-
ernmentbondyieldsandtheirrelationshipswithfiscalimbalances.Thestudyem-
Toysanumberofdifferentspecificationsandconsidersbothfiscalvariablesand
bondissuesintestingtheabsorptionhypothesis.Thepapershowsthatlittleevi
denteemergestorelatethiscommondynamictothefiscalpositionsofOECD
countries.IntheEMU,becausethisshowedalargershiftinthefiscalandexternal
position,onewouldexpectittoresultinasensiblemovement.Contrarytothepre-
diction,theevidencegiveslittlesupporttothespilloverhypothesis.
Thispaperinvestigatestheeffectsofpositive/negativefinancial
spilloversonothercountries.Theglobalizationandintegrationofthe
bondmarketsthatoccurredallovertheworldhasrenderedsecuritiesis-
suesbygovernments'closersubstitute.Returnsonassetsasinfluenced
bydifferentissuesshowalargedegreeofcomovement.Wecanexpect
thatsecurityreturnsaredrivenbyinternationalfactors.Globalization
hasbeenongoingsincethe1980s.Basedonthis,thefinancialspillovers
hypothesisquestionstheabilityoffinancialmarketstopriceriskcor-
rectlyamonggovernmentbonds.Insomecases,suchanexternalityinre-
turnsproducesaredistributionofcosts.
Schiavo(2007)pointedoutsomeinterestingandimportantmatters.
Thenegativefinancialspilloverhypothesisisoftenregardedasoneofthe
fewtheoreticalfoundationsoftheSGP.However,economictheorydoes
notestablishaclear-cutlinkbetweenfiscalvariablesandtherateofin-
terest.
Thispaperisorganizedasfollows.Section2providestheoreticalback-
groundsonthistopic.Section3postulatesanempiricalanalysis,shows
theresults,andanalyzesthem.Finally,thispaperendswithabriefsum-
mary.
2.TheoreticalBackgrounds
Returnsonbondsissuedbydifferentgovernmentsshowalargedegree
ofcomovementinreality.Fromtheviewofthebusinessandthereal
world,thenegativefinancialhypothesistakesitforgrantedarelation-
shipthatlinksdomesticfiscalvariablesandinterestrates.However,
whetherornotthecommondynamicscanbefoundinthefiscalpositions
isadifferentproblemwithmuchroomforinvestigationandshouldbe
fullydiscussed.Thereismuchroomforinvestigation.
Thesearchforpotentialspilloversoffiscalpoliciesoncountriesagrees
withtestsoftheRicardianequivalencehypothesis.Traditionalmeansin-
vestigatetherelationbetweenfiscaldeficits/debtandinterestrates.
Manystudieshavepug°suedtothisproblem,thoughempiricalevidenceis
confusedandgivesmanyandvaryingresults'.
FordandLaxton(1999)claimedthatworlddebtmattersinthedeter-
urinationofcountry-specificinterestrates.Theysaidthatcountrieswith
highlevelsofgovernmentdebtmayimposenegativeexternalitiesonoth-
ers.Breedonetal.(1999)presentedsimilarresults;however,they
claimedthattheresultsareagainstfinancialmarkets.Ardagnaetal.
(2004)alsoinvestigatedtherelationbetweenfiscalvariablesandinterest
ratesandfoundthatinternationalfactorsar・erelevantthoughtoamuch
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lesserextentthandomesticfactors.
However,theoryalonedoesnotprovideclear-cutimplications.
Differentmodelsgivedifferentandinterestingoutcomes.Hencetheissue
offiscalspilloverproblemremainsanempiricalone.
ThispaperconsidersOECDcountriesasasingleeconomicentityand
looksforarelationamongaggregatemeasuresoffiscalstance.Thetheo-
reticalmodelisbasedonSchiavo(2007).Also,thepaperprovidessome
informationonEuropeancurrencyintegration.
Inthefirststep,thispapertakesthesimplestspecificationasfollows:
InterestRate,=α〔1十a,t十 α2(surplus/GDP),十a:(debt/GDP),(1)
whereInterestRateisanaverageyieldonlong-termbondsissuedby
OECDgroupgovernments,tmeansatimetrend.surplusisaprimary
balancenecessarytoproduceanindicatorofdiscretionaryfiscalpolicy.
Primarybalanceisregressedbyaconstant,atimetrend,andGDP
growth.
PrimaryBalance,=β。+βlt+β2GDPGrowth, (2)
Theestimatedcoefficientsareusedtobuildagrowth-adjustedprimary
balancewhichisobtainedbyinsertingthepreviousperiodGDPgrowth
rateintotheestimatedequation(Schiavo,2007).Thisisgivenas:
Growth-AdjustedPrimaryBalancet・=γ。+yt+γ,GDPGrowth
Rate.,(3)
Next,thefiscalstanceindicatorissimplygivenbythedifferencebe-
weenthegrowth-adjustedmeasureandtheobservedvalueofthepri一
warybalance:
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Fiscal=Growth-AdjustedPrimaryBalance‐PrimaryBalancer.,C4)
Asitissurplus,apositivevalueoffiscalimpliesafiscalrestriction.
3.EmpiricalAnalysis
Thissectionprovidestheresultsoftheequationsintheprevioussec-
tion.Theresultsofequation(2)areshowninTable1.
Table1.ImpactofFiscalVariablesonRealLong-TermYields:QuarterlyData:
Level
Levels
(1) (2) (3)
Surplus/GDP
一 〇.046
(0.17)
一〇.308
(0.41)
Fiscal/GDP
一 〇.057
(-0.44)
Debt/GDP 0.123
(2.49)*
0.152
(2.31)*
一 〇.073
(-0.33)
AdjustedRl 0.33 0.37 0.40
Note.t-statisticsareinparentheses.**significantat1%and*significantat5%.
Columns1-30fTablelpresentresultsforestimationofequation(2)in
levels'.Wecaneasilyunderstandthatfiscalimbalancesdonothaveany
impactongovernmentbondyields.Ontheotherhand,thestockofout-
standingdebthasasignificanteffectonthecostofborrowing.Therea-
sonistheriskpremium.Asunitroottestscannotrejectanullof
nonstationary,thesameregressioninfirstdifferencesisperformed.The
resultsareshowninTable2.
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Table2.lmpactofFiscalVariablesonRealLong-TermYields:QuarterlyData:
.Difference
1 Difference
(4) (5) (6)
一
Surplus/GDP
一 〇.128
(0.47)
一 〇.378
(0.70)
Fiscal/GDP
一 〇.204
(-0.32)
"D ebt/GDP
一 〇.231
(-1.05)
一 〇.199
(-1.12)
一 〇.273
(-1.20)
AdjustedR" 0.13 0.14 0.13ど
Note.t-statisticsareinparentheses.*significantat5%and**significantat1%.
Thecoefficientslostsignificanceandtheratioofdebt/GDPbecomes
negativebutisnotsignificant.Bondyieldsarenotdeterminedbyfiscal
variables.
Linkagesacrossbondyieldsarethemaintopicofthispaper.Icon-
ductedsomeempiricalestimations.TheseresultsshowthatGranger-
causalityisneverrejectedforallvariablesandallequationsandsuggest
thatthereisinfactcodeterminationofbondyields.
ア
IDeterministicelementsofthesourcesofinteractionamongbondshave
dotbeenunclearinthispaper.Thenegativefinancialspilloverhypothesis
I鋤ggeststhat
atleastpartofthecomovementisduetoexternalities　
stemmingfromthefiscalposition.
Toanalyzetheimpactoffiscalvariablesonbondyields,itisnecessary
tomovetolowerfrequencies.Theestimatingequationisasfollows":
}
lSwapit=a,+a,t+β2int、+β,、inf、+β 、(surplus,/GDP、)i-+β、
(debts/GDPJ;(5)
Theleft-sideoftheequationemploysa10-yearswapwithrespecttothe
USdollar.InvestigatingthepresenceoffinancialspilloversamongEMU
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countries,itisnecessarytolookforareferencecountrythatisnotpart
ofthemonetaryunion.IselectedtheUSdollarbecauseitinfluencesthe
internationalbondmarketandshowsremarkablehistoricalstability.
β 、(surplus,/GDP,)EMh+β,(deb,/GDP,)卜:¥ll'iareincludedinaninvestiga-
tionofEMUcountriesandareaggregatedfiscalpositionoftheotherll
EMUcountries.
Allvariableshaveunit-roots(exceptforinterestrate),soitisnotap-
propr・iatetoestimateonSURinlevels.Oddcolumnsdisplaytheresults
differencingallnonstationaryvariables.Unfortunately,theresultsare
notsogood.Thissectioninvestigateswhetherthefiscalpositionofthe
Euroareaasawholehasanyimpactontheaver°ageyieldofEuropean
governmentbonds.Evencolumnsaretheresultsthatincludeforeign
augmentedfiscalconditionsinEMU.Residualtestsontheequationsof
theSURgiveconflictingresults.Theresultsseemtobebetterthanwith
thelastone;however・,signsoftenchangewiththeinsertionofEMUvari-
ables.
Table3.ImpactonDomesticandForeignFiscalVariaUlesonYields
1't・ant・e Germany 11ustralia .lapan
(U (8) (3) (4) (:i) (6) (7) (8)
hter{・st
R量htρ
0.〔〕41綿
12.92)
0.04U
(2.71)
一 〇.0'30
(1.1`?)
0.02ti'
(2.1'?)
0.00;S
(0.23)
0.Olti
U.OU
0.041
(151)'
O.OfiO
(2.56)寧
AInflation O,01i
(0.(iO)
o.aos
(0.39)
0.0?0
(1.'Li)
O.OI:i
(0.88)
一 〇 .101
11.:3R)
一〇.090
(1.:311
一 〇.003
(().3・?)
0.008
(0.12)
△sUrplus/GDP
一〇
.009
(Qd4)
一〇AOR
(0.43)
O.Q15
(0.50)
0.009
(.1.55)
0.008
(1.07)
0.013
(1.99)廓
O.00S
(0.'LO)
0.014
(0.76)
△debt/GDP,1、 0.018
(0.101
0.01Z
(0.(i3)
0川2
(U.50)
QOO9
(0.18)
一〇.008
(0.40)
0.010
(_O.i3)
0.003
(0.29)
(1.00(1
(0.34)
△SUrphlS/GDPII、.、0.001
(0.03)
O.00a
(0.0[i)
O.00:i
(0.11)
O.Ofifi
(1.15)
0.08H
(1.02)
一〇,342ぴき
(?.95)
0.01:3
(0.10)
0.009
(U.'?0)
Jdobt/GUf',_,0.030
(0.92)
O.0°0
(0.7(i)
0.01(1
cQ.9:3)
O.Olg
(0.9fi
0.071
q.32)
0.1)R9
(1.70)
U.0'LO
(O.ti(i)
0.025
(0.8.1)
△surpius/GDP1.,, 0.1?3
1.:30)
0.330
(1.6G)
(,.725帥
(3.(i4)
0.30G
(L5i)
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Odebt/GDP,,,, 一〇.004
(0.57)
1!1'
(1.40)
0.026**
(2.99)
一〇.007
(0.95)
AdjustedR0`.12 0.15 0.22 0.19 0.19 0.20 0.15 0.1`3
.
Note.**significantat1%;*at5%
.Nonetheless,theestimationofSURbydynamicGLS(DGLS)is
employed'.ResultsarereportedinTable4.
Table4.DGLSEstimatesoftheCointegratingRelation
France Germany Australia Japan
(1) (2) (3) (4)
Interest
Rate
一 〇.048**
(4.99)
一 〇.070**
(3.52)
111・
(0.56)
一 〇.208**
(4.02)
DInflation 0.047**
(2.31)
一 〇.108**
(6.05)
0.034
(0.50)
‐o.os7**
(3.99)
Osurplus/GDP0.035
(1.07)
一 〇.128**
(6.55)
!1:
(1.40)
一 〇.140**
(4.20)
Odebt/GDP,;,,0.210**
(5.55)
0.027
(1.09)
..11..
(4.18)
一 〇.132**
(3.69)
Osurplus/GDP,,,,,,,‐o.oss**
(2.17)
0.211**
(10.28)
一 〇.230
(1.54)
0.182**
(3.68)
Odebt/GDP,,,.一 〇.202**
(5.62)
一 〇.044**
(4.14)
一 〇.050**
(3.18)
0.090**
(6.55)
AdjustedR" 1:! 0.91 0.93 1:
Note.**significantat1%;*at5%
TheresultsarebetterthanthosereportedinTable3.Manycoefficients
aresignificantlyfromzero.
Thefactthateverycountryreactsdifferentlytochangesinitsownfis-
calpositionandthatofothercountriesmaybetakenasacluethatfinan-
vialmarketscanefficientlydiscriminateamongdifferentborrowers.This
impliesthateachcountryfacesacostofborrowingthatdependsonthe
statusitenjoysinfinancialmarketsandonothercharacteristicsofits
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owneconomicsystemandthatfinancialspilloversarenotparticularly
relevant'.
Itisinterestingtonotethatthespillovereffectscannotbefoundin
EMUcountries".Becausethisshowedalarger°shiftinthefiscalandex-
ternalpositions,onewouldexpectittoresultinasensiblemovement.
Contrarytotheprediction,evidencegiveslittlesupporttothespillover
hypothesis.
4.Conclusions
Thispaperinvestigatedthepresenceoffinancialspilloversamongthe
governmentbondyieldsandtheirrelationshipswithfiscalimbalances.
Althoughreturnsonbondsissuedbydifferentgovernmentsshowalarge
degreeofcomovement,littleevidenceemergestorelatethiscommondy-
namictothefiscalpositionsnotonlyofEMUcountriesbutalsoofother
countries.
Theorydoesnotprovideclear-cutindications,sothispaperuseddiffer-
enttypesofmodels.However,theresultsarenotsoclear.IntheEMU,
theresultsar・ethesame.Evidenceprovideslittlesupportforthespillover
hypothesisandshowsthatfiscaldeteriorationaffectedonlydomesticin-
terestrates.
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Notes
1.Itispossibletoobservenocorrelationbetweenfiscalpolicyandinterestrates
for-reasonsthathavelittletodowithRicardianequivalence.Seate　・(1993)is
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oftencitedonthisissue.
2.Onemajorcaveatappliestotheseestimates.Unitroottestscannotrejecta
nullofnonstationar・yformostofthevariablesinvolvedintheregression.This
suspicionisconfirmedbyresidual-basedtestsforcointegration.Regressionre-
sidualsarenotstationaryandthereforepointtothelackofanylong-runequi-■
libriumrelation.
3.SeeAfonsoandStrauch(2004)andArdagnaetal.(2004).Foracomps°ehen-
siveanalysisoftheroleoffiscalpolicyintheneoclassicalmodel,seeBar-ro
(1989).
4.StockandWatson(1993)suggestedthis.
5.Stockvariablesareemployedinthisanalysisastheproxyformarketdepth
andliquidity.However,theresultsarenotsodifferent.
6.Commonfiscalanddebtruleshavebeenexercisedintheunion.
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